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KEY ECONOMIC INDICATORS 


(All values in millions US $ unless otherwise stated 1/) 


1973 
ss 
25815 
20772 


INCOME AND PRODUCTION 

GNP at Current Prices (CBI) 2/ 

GNP at Constant Prices (CBI 1972 Prices) 2/ 

Per Capita GNP, Current Prices in Dollars 
(CBI) 2/ 

Investment as % of GNP, Current Prices 
(CBI) 2/ 

Indices (1969 = 100) (CBI Quarterly Avg) 
Industrial Production (Annual Basis) 3/ 
Industrial Wages (Annual Basis) 3/ 

Oil Production Mil. BBLs (NIOC Annual Basis) 

Wheat Production Thous. MT (Annual Basis)* 

MONEY AND PRICES 

Money Supply (CBI Monthly Avg) 3/ 4/ 

Public Debt Outstanding 
Domestic, Net to Banking System (CBI 

Monthly Avg) 3/ 1518 
External, Total* 2/ 3986 
Discount Rate (CBI 10/75) a 

Indices (1969 = 100) 

Consumer Prices (CBI Monthly Avg) 5/ 
Wholesale Prices (CBI Monthly Avg) 5/ 
BALANCE OF PAYMENTS AND TRADE 

Net Gold & Foreign Exchange Reserves (CBI) 
End of Period 5/ 657.5 

Balance of Payments (CBI End of Period) 3/75 -15.6 

Oil Exports Revenue (CBI Annual Basis) 3539 

Non-0i1 Exports, FOB (MOEF Incl. Gas) 5/ 659 
U.S. Share (%) 7.9 

Non-Military Imports, CIF (MOEF) 5/ 3427 
U.S. Share (%) = 14.0 


Main Imports from U.S.1353 (1974-75): 


806 
20.8 
175.8 
207.5 
2139 
3950 


2457 


123.0 
128.1 


1974 
—. 


44076 
29422 


1333 
18.8 


202.9 
271.7 
2198 
3700 


3240 


-519 
2974 
9 


140.3 
149.2 


7157.7 
5435.0 
16911 
763 
7.6 
5547 
17.8 


1975 
C 


53552 
34130 


1570 
n/a 
229.6 
361.3 
1970* 
4700 


4614 


-902 
n/a 
8 


159.8 
159.2 


6725.0 
4919.4 


Est. Growth Rate 
1974 1975 
E 


D 
70.7 21. 
41.6 16. 


65. 17. 


19400* 377. 14. 


539 
n/a 
7934 
n/a 


15.8 “4, 


61.9 115. 


Cereals 454.4; Machinery and Parts 202.7; Vegetable and Animal 011 157.1; Vehicles 
other than Railway 122.1; Iron and Steel Products 98.2; Electric Machinery and 
Parts 54.8; Pharmaceuticals 23.7; Railway and Tramway Locomotives and Parts 20.7 


I/ Calculation at Ris. 67.50 = $1.00 except GNP at Constant Prices which were con- 
verted at 76.25 rials; trade figures for 1973 at Ris 68.00 
2/ Data as of end of Iranian Year 1352 (March 20, 1974) for Column A; 1353 (March 20, 
1975) for Column B and Estimates in Column C are for 1354 (Ending March 20, 1976). 


3/ First six months for 1975 
4/ Currency in circulation plus demand deposits 


5/ First nine months for 1975 - Trade data preliminary 


* Embassy Estimates 


Source: 
National Iranian 0i1 Company (NIOC) 


Central Bank of Iran (CBI), Ministry of Economics and Finance (MOEF), 





SUMMARY 


The high rate of economic growth experienced by Iran in recent years con- 
tinues but at a pace slower than previously estimated. Oil export revenues 
are below expectation and the import bill is mounting at about a 70 percent 
growth rate. Faced with both balance of payments and fiscal deficits, many 
of the remaining programs in the Fifth Development Plan have been stretched 
out and broad budgetary constraints have been applied. A continued high 
rate of bilateral foreign assistance will produce most of the capital 
account deficit. Anti-inflationary measures are checking inflation, but 

a vigorous anti-profiteering campaign has chilled the business atmosphere. 
Owing to new policies requiring partial industrial equity divesture to the 
public and ceilings on foreign joint venture capital, a noticeable decline 
in investing enthusiasm has occurred. But a broad range of opportunities 
exists for US investment and sale of know-how by licensing, royalty or con- 
tract arrangements. Sub-contracts are still available on some recently 
awarded prime contracts. Other projects are pending financial reassess- 
ment but US business with Iran should continue to expand. 


A. CURRENT ECONOMIC SITUATION AND TRENDS: 


Iran in the last six months passed the mid-point of its Fifth Development 
Plan. During that time it became evident that the Plan's goals were too 
ambitious. But with real economic growth rates of 33.8 and 41.6 percent 

in the last two years, it is still probable that the Plan's requisite aver- 
age annual rate of 25.9 percent in real terms will be obtained, despite this 
year's slowdown due largely to unmet expectations of large oi] revenue 
increases. In June and July the Government reassessed its priorities in 
light of resources and decided to impose a stricter budgetary discipline, 
seek selected operational savings and stretch out a number of projects. It 
was announced in June that the remaining three years of the Plan would be 
stretched to four or four and a half years. Given the stresses which the 
high level of economic activity of recent years have placed on the economy, 
it could be argued that the current slowdown is providential. Boom situa- 
tions usually breed inefficiencies and price abuses and result in less than 
optimum resource allocation. The slowdown should permit the economy to 
digest its growth and consolidate its gains. Similarly, the slowdown will 
also allow the Government to adopt policies reflecting the maturity gained 
over the last 18 months. 


The Government has adopted and is now enforcing two new principles of the 
Shah-People Revolution--expansion of ownership of companies by share parti- 
cipation and anti-profiteering. The first calls for the divestiture of 49 
percent of the equity of an initially identified 320 industrial firms over 
a three year period. The divested shares are to be sold by a government 
body to workers, farmers and the general public in that order of priority. 
Government-owned industries, except for a few excepted companies, are to 
divest 99 percent of equity in like manner. Thus far, 33 private industrial 





firms and one public company have begun selling shares; 106 private firms are 
to sell 20 percent in the first year. Changes in management control are not 
intended. 


The second program, that of limiting profits, has had a not surprising shock 
effect on the business environment. Government spokesmen have said that 
nominal maximum profits ought to be held to 12-15 percent but there has not 

yet been published a definitive Government statement in this regard. The anti- 
profiteering drive has been vigorously pursued, with numerous fines and prison 
sentences meted out to offenders. The Government recognizes that the possibil- 
ity for excessive profits which existed earlier reflected in part pent up 
demand, exacerbated by distribution problems. The initial negative reaction 

to the program, seen in curtailment of new orders and postponed investment, 

has been tempered by a better understanding of the program's aims. While the 
permanence of the anti-profiteering policies are now generally recognized, 

some uncertainties still persist within the business community. 


The estimates for aggregate economic performance for the Iranian year 1354 
(ending March 20, 1976) have been modified downward from the previous trends 
report. GNP growth is now estimated at 21.5 percent at current prices; with 

a 5.5 percent deflator, growth in constant 1972 prices will be in the range 

of 16 percent. This compares with last year's 41.6 percent growth in constant 
prices. Principal economic stimulus should come from public sector investment, 
up 113 percent in 1353, and public and private consumer expenditures, which 
increased by 22 percent in 1353. Per capita income growth is projected at 17.8 
percent this year versus 65.4 percent in 1353. The population growth continues 
at 3.1 percent. 


Whereas 01] production has provided the principal motive force for economic 
growth in recent years, this year's estimated 10.4 percent oi] production 
decline will mean that other sectors must provide the required stimulus. Major 
sectors contributing to the estimated 21.5 percent GNP growth will be manu- 
facturing (especially vehicle, basic metal and household appliances), construc- 
tion (chiefly public) and services. Agriculture is experiencing a better year 
than last with wheat production forecasted up 27 percent, a rebound in cotton 
and improved beet sugar production. 


There is uncertainty regarding inflation. The deflator estimate, greatly 
reduced from earlier estimates, reflects principally the price-dampening effect 
of the Government's anti-profiteering programs and increased subsidies of basic 
consumer needs. New anti-inflationary factors include the unexpected degree of 
public expenditure restraints, the vigorous anti-profiteering campaign and mone- 
tary disciplines. Anticipating the combined effect of these factors, the esti- 
mate of cost of living increase has been trimmed and the official expectation 
for year 1354 is for an increase of about 8 percent in the Consumer Price Index 
(CPI) and only 2 percent in the wholesale price index. The CPI reflects con- 
sumer preferences and relative prices of 1969, conditions changed much since 
then by Government price and subsidy actions as well as by consumer patterns - 





Even a revised CPI will continue to understate the expenditure pattern of 
the expatriate community in Iran, which spends disproportionately higher 
amounts on such items as rental housing and imported foodstuffs. 


The fiscal situation has been tempered by lower-than-expected oil revenues 
and the emergence of increased concern for fiscal responsibility. A delib- 
erate effort has been made to extinguish any public sector carte blanche 
mentality which understandably developed during the 165 percent increase 

in public sector expenditures in 1353. It is expected that the final con- 
solidated public sector budget will show little if any increase over the 
preliminary budget of $36.2 billion. Public expenditure growth in 1355 
(year ending March 20, 1977) should be modest unless unforeseen revenue 
increases occur. A fiscal deficit is anticipated in 1354 and it will prob- 
ably be financed by a combination of foreign exchange drawdown, domestic 
borrowing and floating debt. It is expected that external credits will be 
sought for some projects of public enterprises and on a broader front sup- 
plier financing will again be sought. Oi] exports supplied 86 percent of 
central government revenues in 1353, up from 67 percent in 1352. It was 
announced that major tax reform measures are to be enacted before the end 
of 1354, and they will seek to diversify revenues sources. The 49 percent 
industrial divestiture program requires that firms establish acceptable 
accounting practices and this should assist tax collection efforts. 


Export receipts and import payments continue to dominate the national accounts. 
The current account surplus of $8.2 billion in 1353 is expected to shrink to 
about $2.0 billion in 1354, due to an expected 70 percent growth in imports 
and oi] revenue growth estimated at a modest 12 percent (all due to price 
increase since export volume fell). The ratio (as a percentage) of oil ex- 
ports to GNP, forecast at 38.2 percent this year, will be down somewhat from 
42.4 percent in 1353 due to weakened demand. (0i1 will still account for 
88-90 percent of current account receipts.) But the ratio of imports to GNP 
is rising dramatically, from 23.4 percent in 1353 to an estimated 31.7 per- 
cent this Iranian year. The Government looks to non-oil exports to replace 
oil as the long-run foreign exchange earner. Thus it is noteworthy but not 
surprising that such exports are in fact diminishing. This is not for lack 
of effort in export promotion. It rather reflects a reduced availability of 
traditional exports due to increased domestic demand and lack of capacity 
for and competitiveness of manufactured goods, e.g. domestically produced 
cars. Were it not for gas exports the decrease in non-oil exports would be 
more noticeable. 


A noteworthy development is the anticipated swing from surplus to deficit in 
the overall balance of payments. The capita? account will again post a large 
deficit, but this year's projected current account surplus will not cover it 
and it will be financed by drawdown of reserves. But the Government has main- 
tained its bilateral foreign assistance program in the face of curtailed 





domestic expenditures. Of the cumulative commitments of about $12 billion 
it is expected that perhaps $5 billion will have been disbursed by the end 
of 1354. Recent large bilateral agreements (loans, grants and joint ven- 
ture investments) were concluded with Turkey, India, Afghanistan, Syria, 
Bulgaria and Poland. Repayment of external debt will continue but no pre- 
payments, as occurred in 1353, are expected. No additional significant 
Iranian investment overseas is foreseen apart from already approved joint 
ventures in the foreign assistance program. 


With anticipated annual disbursements for foreian assistance in the $3-4 
billion range Iran should still be a net-lender for the next several years. 
Then the balance would change since it is expected that external credits 
will be sought for development financing: perhaps up to $300 million of 
capital inflow will occur in 1354. The public Industrial Credit Bank was 
recently authorized to raise $300 million externally and it is assumed 


that much of the proposed gas pipeline projects will require foreign capi- 
tal. 


The monetary indicators this year should again register large increases. 

The growth in the supply of money and quasi-money is expected to approxi- 
mate last Iranian year's 61 percent growth. Imports are a major cause of 
this liquidity expansion. The banking system's assets and liabilities 
increased by 77 percent last year: loans and credits to the private sec- 
tor increased by 43 percent. A shift towards greater use of the public 
specialized banks occurred in 1353, as their share of loans and credits to 
the private sector increased from 20.4 to 22.9 percent of total. Currently, 


commercial banks are pushing the 40 percent limit established for this year's 
credit expansion, whereas specialized banks are under no limitation. 


The Iranian rial continued its linkage with the SDR and the relative 
strengthening cf the US dollar vis a vis the rial was seen in successive 
rial/dollar realignments between July 23 and September 25. The current 
buying rate of 69.15 reflects a 3.8 percent effective devaluation of the 
rial against the dollar since July 22. Exchange rates with other major 
trading partners do not reflect a similar erosion of rial purchasing power, 
however. Foreign exchange remains free of controls but concerns over infla- 
tion and the need to maintain monetary discipline resulted in new Central 
Bank of Iran (CBI) measures in August. A 30 percent interest bearing reserve 
requirement now applies against external borrowings for non-investment pur- 
poses and a 30 percent cash deposit is required against foreign letters of 
guaranty. The banking community continues to expand, though at a slower 
pace. Most of the 50 foreign banks authorized by the CBI to establish local 
representative offices have done so. The establishment of new banks appears 
to be officially discouraged. 


In addition to financial constraints and concern over inflation, the Govern- 
ment pointed to bottlenecks as a reason for stretching out projects in the 
remaining period of the Development Plan. Those bottlenecks looming largest 





continue to be manpower and transport. The manpower shortage is relieved 
slightly by the continuously growing community of expatriate technicians 
and managers. Apart from some foreign truck drivers and medical techni- 
cians, there are shortages in virtually all non-professional categories. 
Wages continue to rise, often doubling in the last year. 


Congestion at Persion Gulf ports continues with offloading delays of 100 
days. Recognizing the cost to the economy (over $0.5 billion), the Govern- 
ment has put port operations on a 24-hour a day basis. Offloading is half 
the battle: great delays occur in securing internal transport. The prin- 
cipal alternative surface route, via Turkey, is the object of intense 
efforts to eliminate the back-up of up to 4,000 trucks on the Turkish side. 


Non-economic variables are generally positive. Government programs are 
beginning to make inroads into social welfare needs, satisfying both the 
distributive and socio-political objectives. The recent quantum rise in 
national income exacerbated the problem of income distribution but the 
aforementioned 13th and 14th principles of the Shah-People Revolution 
seek to accelerate the expansion of wealth and hasten the inclusion of 
more Iranians in the modern sector. 


B. IMPLICATIONS FOR THE UNITED STATES: 


While the longer-term business outlook promises to provide substantial 
opportunities for US companies, the short-term outlook continues to be 
diminished by the reduced level of business activity. Major factors 

have been cutbacks in development spending and anti-inflationary measures 
including price controls and credit restrictions. Business uncertainties 
have also resulted from measures designed to broaden industrial share 
ownership and to restrict foreign equity ownership. The initial $15 bil- 
lion two-way trade target set by the US/Iran Joint Commission for the period 
1980 has been increased to $26 billion. Much of this is still subject to 
planning and negotiations. While certain areas of interest have been 
emphasized, mostly in high-technology products, no specific projects have 
been reserved exclusively for the United States. 


Iran's non-military imports from the US in Iranian year 1353 increased by 
171 percent to $1.3 billion. The US, in 1353, moved into first place as 
supplier of Iran's non-military imports, and accounted for 20 percent of 
the import market (17.8 percent in 1974). Cereals (wheat) accounted for 
one-third of the US exports. Within the estimated 70 percent increase in 
imports this Iranian year prospects are good for exceeding $2 billion in 
non-military sales, and considerably more if the latter are included. 
Private sector imports should increase by about 30 percent in 1355 





and despite public sector investment stretch-outs, the latter's import 
bill will grow by at least an equal rate. 


The recent reassessment of the development program is currently caught in 
the annual budget cycle. There is therefore much uncertainty concerning 
when or if tenders will be issued on various projects. Each good prospect 
is advertised by the Embassy through Department of Commerce facilities and 
those wishing prompt information should be alert to such notifications. 
Details concerning sub-contracts still available on prime contract awards 
already written are available through the Department of Commerce. 


US business will be affected by Iran's beginning swing to offshore credits. 
Suppliers and contractors will find Iranian Government agencies will 
increasingly require that proposals make some provision for financing. 

On the other hand, US banks seeking additional business in Iran will find 
increased demand in coming months for trade and project financing. 


A combination of recent economic conditions and policies has diminished 
foreign investor enthusiasm but the longer-run environment will still be 
attractive to many investors. The negative factors include: financial 
constraints on development projects, profit-sharing, limits on profits, 
the required divestiture of 49% of capital of industrial firms of requi- 
site size and five years' operations and new (October 13) percentage 
ceilings by sector on foreign equity in joint ventures. The latter vary 
from 15 to 25 percent with possible case-by-case exceptions to 35 per- 
cent in high-technology sectors. 


In summary, Iranian attitudes toward US business and its products remain 
good. The US should be able to increase its share of Iranian imports. 
Success in sales requires in virtually all instances on-the-scene promo- 
tion and servicing. Increased emphasis is on purchasing know-how, hence 
licensing, royalty and technical contract arrangements should increasingly 
replace joint-venture equity. Within the more restrictive investment para- 
meters described, incentives do exist and growing demand will justify many 
investments. The major projects in the Fifth Development Plan are either 


awarded or in suspense, but sub-contracting possibilities exist in many 
instances. 
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